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QUESTION 1:              Money and interest rates                                                     [15]                                                                                                                                                                        
 
1.1 Assume that it is the aim of the SARB to stimulate the economy. The SARB has decided to use its 
open-market transaction activities to achieve its aim. Explain briefly how the SARB would implement this 
instrument, the impact on the market price of government bonds & on the yields of those government 
bonds and how the transmission mechanism will operate.                                                           (7) 
 
Task Answer 
Action on open-market. 
 
 
Impact on market price & yields of government 
bonds. 
 
 
 
 
 
Transmission mechanism.  
 
 
 
1.2 Illustrate with a fully-annotated figure what will happen to the creation of credit money when the 
SARB increases the repo rate. (Do all your explanations on the figure).                                      (4)  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.3 Illustrate with a fully-annotated figure the yield curve when short-run yields are higher than long-run 
yields.                                                                                                                                             (4) 
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QUESTION 2:              INTERNATIONAL TRADE                                                        [25]                                                                                                                                                                            
 
2.1  Assume that Asano and Basano are both producing products A and B. Assume that both 
countries have 4000 hours per month available to produce the two kinds of goods. The maximum 
units of the two kinds of goods that Asano can produce per month are respectively 500 units of 
product A and 400 units of product B. The maximum units of the two kinds of products that 
Basano can produce per month are respectively 1000 units of product A and 200 units of product 
B. Complete the following table and answer the questions that follow.                             (12) 
 
Assume the following monthly consumption patterns (in units) before trade takes place. 
 
Country Product A Product B 
Asano 200 120 
Basano 100 30 
 
Assume that the price ratio is 1:1 and that the two countries would trade 150 units of product A for 150 
units of product B.  
 
Calculate/determine the following:                                    
 
Country Hours taken to produce 1 unit of product 
A B 
Asano   
Basano   
 
Calculate/determine the following:                                    
 
Country Opportunity cost ratio’s 
A B 
Asano   
Basano   
 
Calculate/determine the following:                                    
 
1. What is the opportunity cost for 1 unit of product A in Asano?  
2. What is the opportunity cost for 1 unit of product A in Basano?  
3. What is the opportunity cost for 1 unit of product B in Asano?  
4. What is the opportunity cost for 1 unit of product B in Basano?  
5. In which one of the two products should Asano specialise?  
6. In which one of the two products should Basano specialise?  
7. What is the new consumption pattern in Asano?  
8. What are the gains of trade for Asano ?  
9. What is the new consumption pattern in  Basano?  
10. What are the gains of trade for Basano?   
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2.2 Explain briefly the criteria that are normally applied if the aim of foreign investors  is efficiency 
seeking.                                                                                                                                       (3) 
 
Efficiency-seeking: 
 
 
 
 
 
 
 
 
 
2.3 Assume the following table and use the RCA-index to complete the tables below.                       (3) 
 
  Product A Product B 
World exports $4000 trillion $80 trillion $40 trillion 
Country exports $40 trillion $4 trillion $8 trillion 
Country share of exports    
RCA index    
 
In which one of the two products should the country specialise?  
 
2.4 Assume a sharp depreciation in the SA Rand/US Dollar exchange rate. What impact will it have on i) 
SA exports and ii) FDI?                                                                                                                        (2) 
 
SA exports: 
 
 
FDI: 
 
 
 
 
2.5     Assume that the current spot rate is R14/1$ and the six-month forward rate is R12/1$. The market 
is thus expecting an appreciation of the SA Rand over the next 6 months. Assume that you are 
predicting that the SA Rand/$ exchange rate will actually depreciate over the next 6 months. Assume 
you have R120 000 to speculate with. Explain how you would speculate in this regard. Assume that you 
are correct in your forecast and that the spot rate in 6 months  time is R15/1$. What is the profit that you 
are making? (show all your calculations).                                                                                             (5)  
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QUESTION 3:                                GOVERNMENT                                                       [ 15]                                                                                                                                                                            
 
3.1 There is a strong emphasis in the National Development Plan (NDP) on building a capable and 
developmental state. Briefly explain the characteristics of developmental states.                   (3) 
 
 
 
 
 
 
 
 
 
 
 
 
3.2 The Laffer curve has been used as a justification for cutting taxes on income and wealth, whilst Prof 
Piketty, a well-known French economist, motivates for the introduction of an additional wealth tax to 
promote more equity in the economic system.  Construct the Laffer curve to argue the abovementioned 
statement.                                                                                                                                             (4) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Economics 100 
Final Assessment: November 2016 
_________________________________________________________________ 
 
Student number: _________________ 
7 
3.3 Assume that the deficit before borrowing on the budget of National Government has decreased from 
4.6% of GDP the previous fiscal year to 4.2% this fiscal year. Explain the implications that this state of 
affairs will have on interest rates in the financial market, total government debt & the interest account of 
government and the borrowing capability of the private sector. Refer in your answer to the crowding-out 
effect.                                                                                                                                              (8)   
 
Impact on interest rates: 
 
 
 
 
 
 
 
Total government debt & interest account: 
 
 
 
 
 
 
 
Borrowing capabilities of private sector (crowding-out effect): 
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QUESTION 4:                                KEYNESIAN MODEL                                             [20] 
 
4.1 Assume that autonomous consumption expenditure is 60, the MPC is 0.75 and the national income 
(Yd) is 180. Calculate i) the induced consumption expenditure and ii) derive the savings 
function (illustrate with a fully-annotated figure).                                                                 (6)                  
Induced consumption expenditure: 
 
 
 
Savings function: 
 
 
 
 
 
 
 
 
 
 
4.2 Explain briefly the impact that the following events will have on capital formation in the economy: i) a 
decrease in interest rates, ii) decrease in the company tax rate and iii) adverse political 
conditions.                                                                                                                        (3) 
 
Decrease in interest rates: 
 
 
 
Decrease in company tax rate: 
 
 
 
Adverse political conditions: 
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4.3 Assume the following information for a certain country. 
 
 
 C  = R50  +  0.8Yd 
 t  = 0.25 
 I  = R70 
 G  = R150 
 (X  -  Z) = R40 
  
 
Full-employment national income level is 1000 
 
Calculate the following (show all your calculations).                                                                             (11) 
 
The total multiplier: 
 
 
 
 
 
 
 
Equilibrium income. 
 
 
 
 
 
 
Total consumption expenditure: 
 
 
 
 
 
 
The required increase in government spending to close the income gap: 
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QUESTION 5:                                POLICY INTEGRATION                                          [25] 
 
5.1 In the latest state of the nation address President Zuma announced that unemployment is the 
most serious economic problem facing South Africa and that the administration realizes that 
the equilibrium output is too low to address the problem.  They suggest using expansionary 
fiscal policy to boost output growth. Use the Keynesian model to describe and illustrate the 
effect of applying expansionary fiscal policy.                                 (10)                                       
Hint: 
Fully label all your graphs and clearly indicate with the use of arrows all the necessary shifts in the 
graphs.  
 
 
 
Primary effect: 
 
 
 
 
 
 
 
 
 
 
 
Secondary effect: 
 
 
 
 
 
 
 
 
 
Conclusion: 
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5.2  Illustrate and explain how the interest rate elasticity of investment will influence the effectiveness of 
an expansionary monetary policy. Identify the most successful case.                                 (5) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
5.1 Complete the following table to show the economic relationships when there is a  surplus on 
the current account of the balance of payments. Make a cross in the correct block concerning 
each of the variables underneath.                                                                              (6) 
   
5.3 Make use of the BoP curve and illustrate a situation of a deficit on the balance of payments on 
the diagram. Explain the balance of payments adjustment process and the unintended consequences 
following a deficit on the balance of payments.                                                                       (10)                                                                                                
 
 
 
 
 
                   i                                                                           BOP curve 
 
 
 
 
                                                                                                               Deficit 
 
 
 
 
               Y  
 
 
 
 
Explanation:  
Interest rate inelastic investment function: 
 
 
 
 
 
 
Interest rate elastic function: 
 
 
 
 
 
Most successful case: 
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Explanation: Secondary income impact on the economy 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
